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The purpose of this report is to provide a review of 
corporation tax planning activities in Hong Kong, including 
the general environment affecting the attitudes and the 
potential future orientation. 
Based on the comments of tax consultants in the Honq Konq 
tax field, six major key tax planninq techniques are 
identified. i.e'. (1) sourcing the profit of Honq Konq 
Company offshore; (2) structurinq receipts to be of capital 
nature; (3) increasinq allowable deductions; (4) deferrinq 
payment of tax; (5) diversion and extraction of income; (6) 
treaty shopping. 
A review of the tax authority's policy towards tax planning 
reveals the following philosophies and characteristics: (1) 
limited anti-avoidance legislation; (2) simple tax system; 
(3) to preserve the existing simple taxation system. The 
tax authorities will only interfere and eliminate specific 
tax-avoidance schemes when these schemes have attracted 
public attention which creates pressure to the tax 
authorities to close the loopholes immediately. 
However, corporate management's attitude towards tax ' 
planning acti vi ties is changing throughout the last two 
iii 
decades from a passive to an active role following the 
development of the tax advisory professional during the 
period. 
An analysis over the tax pattern of the thirty-three Hang 
Seng Index consti tution stocks was carried out wi th an 
objective to identify those major tax planning players and 
their normal practice to support our previous findings. 
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From -businessmen's standpoint, tax is always regarded as one 
of the costs of business activities. Every business has to 
pay tax on its profits. Obviously, business entities would 
like to minimize their tax liability in order to maximize 
their after-tax profits. As a result, tax planning 
acti vi ties emerge wi th a view to reduce tax burden on 
business activities. 
The concept of tax planning is not entirely clear for many 
people in Hong Kong. As explained in Pinion on Revenue Law, 
"Tax planning" means arranging a client's affairs so as to 
reduce his liability to tax. "Tax Planning" describes the 
technique of selecting the method which is least cost in 
tax. There are two implicit assumptions in the above 
definition. Firstly, it is assumed that the methods under 
consideration have the same financial implications but the 
only difference is the one which can reduce this liability. 
Secondly, the method should not involve tax evasion, which 
is illegal. It is important to state these assumptions 
explicitly in the definition. 
In a high tax jurisdiction like Australia, Canada and the 
2 
U.S.A., tax planning is a major consideration in conducting 
business transaction. The situation is not entirely the 
same at Hong Kong since it is a low tax jurisdiction and may 
sometimes be regarded as a semi-tax haven. In the 1970's, 
tax planning activities are not common in Hong Kong and only 
a few very large corporations would retain tax advisors to 
look after their tax affairs. However, tax planning 
activities grow rapidly in Hong Kong starting mid 1980's. 
This can be reflected by the rapid expansion of the tax 
consul ting department in the Big 6 CPA firms and lawyer 
firms as well as increasing popularity to set up in-house 
tax department by many large corporations in Hong Kong. 
objectives of the study 
The scope of this study is confined to analyze the tax 
planning activi ties carried out by large corporations in 
Hong Kong for local tax benefit. 
Objectives of this study are twofold. The primary objective 
is to provide a thorough review of tax planning activities 
in Hong Kong including the general environment affecting the 
activities and attitudes of large corporations, tax advisors 
and Inland Revenue Department towards tax planning. 
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Furthermore, we note that most of the existing literature 
are only describing the tax planning techniques which can be 
employed in a particular environment, or which are 
applicable to a particular industry. study on the overall 
tax planning activities in Hong Kong and their potential 
future orientation are rarely discussed. As a result, we 
would like to target our second objective to complement such 
a deficiency by providing an integrated analysis of Hong 
Kong major corporations tax planning activities from various 
perspectives and try to identify the potential future 
orientation. 
Limitations of the study 
Due to the scope of the study, the results and conclusions 
from the study can be generalized only to the tax planning 
activities of large corporations carrying out business in 
Hong Kong for local tax benefit. 
Whilst the study may deal with certain international tax 
planning aspects of corporations in Hong Kong, the study 
does not intend to investigate in detail the wide range of 
international tax planning activities as this is outside the 
scope of our study. 
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Another limitation of the study is time. As tax planning 
activities are structured within the framework of the Hong 
Kong tax law, any changes of the tax law or other 
environment may significantly affect the development and 
future trend of these acti vi ties. All the information 
quoted are up-dated to year of assessment 1991/92 for Hong 
Kong tax purposes. 
Methodology of the study 
As there is not much previous study in this area, the 
primary source of information for the project are :-
literature search; 
informal personal interview; 
to contact relevant professional bodies and authorities 
in Hong Kong to gather data related to the tax advisory 
services and . its potential directions. 
Li terature searches were conducted around exploring data 
from various sources such as newspapers, books, articles, 
relevant technical newsletters, periodicals, company 
published information etc., These gives us a general 
picture of the characteristics of Hong Kong tax system which 
provides tax planning potentials and the most popular tax 
planning package currently implemented in Hong Kong. 
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Informal and unstructured interviews were carried out with 
professionals in the field who are willing to share their 
experience and expertise with us on the topics. This gives 
some insight to the practical implementation problems of tax 
planning package and the general management's attitudes 
towards tax planning activities. 
Furthermore, an empirical analysis over the tax pattern of 
the thirty-three Hang Seng Index consti tution stocks was 
carried out with an objective to identify those major tax 
planning players and their normal practice. 
CHAPTER 11 
A REVIEW OF TAX PLANNING TECHNIQUES USED 
IN HONG KONG CORPORATIONS 
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In this chapter, we will present an overview of the tax 
planning techniques adopted by large corporations in Hong 
Kong to minimize their tax liabilities. It is expected that 
the reader of this paper should have a general knowledge of 
the tax system in Hong Kong. For those who are not familiar 
with the Hong Kong tax legislation, please refer to appendix 
I for a brief description of the direct tax system in Hong 
Kong. 
Based on the comments of tax consultants in the Hong Kong 
tax field, we have identified the following key tax planning 
techniques which are widely used in many large corporations 
in Hong Kong :-
sourcing profits of Hong Kong corporation offshore 
structuring receipts to be of capital nature 
Increasing allowable deductions 
Deferring payment of tax 
Diversion and Extraction of income 
Treaty shopping 
The first 2 tax planning techniques shown above are derived 
7 
from and tailored to the specific features of Hong Kong tax 
legislation (ie . terri torial concept and no capi tal gain 
tax) • They are generally not easily applicable in other 
jurisdictions. The remaining 4 techniques are general tax 
planning techniques which can normally be applied in 
international tax planning environment. 
Sourcing Profits of Hong Kong corporation offshore 
The most important feature of the Hong Kong taxation system 
is the territorial .concept. It means that Hong Kong tax is 
chargeable only on income which. 'arises in or derived from' 
Hong Kong (i.e Hong Kong source income). In other words, 
foreign source income is not subject to Hong Kong tax even 
if it is received by a Hong Kong incorporated company or a 
Hong Kong residence. Unlike legislation in most of the 
advanced nations, the concept of residency of the taxpayer 
has no bearing on taxability except in very limited cases. 
(The concept of residence is only applicable for personal 
assessment \ case and to a degree, shipping and airline 
cases). The territorial concept is, of course, an 
attraction, to the large corporations in Hong Kong to 
restructure their activities with a view to sourcing their 
profits offshore. 
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However, the source of profit is not clearly defined in Hong 
Kong tax legislation but follows case law principles'. This 
is a tricky and complicated area. To decide source, one 
must look at the totality of the facts in the case and ask 
the following principle question :-
"Where do the operations take place from which the profits 
in substance arise?,,2 
For different business, the source of profits is determined 
in different fashion. The following are key techniques in 
restructuring the business of Hong Kong corporations 
·offshore:-
a. Trading Concerns 
Based on case law principles, trading profi ts are 
sourced where the sales are negotiated and concluded3 • 
Tax planning may involve arranging for sales orders to 
be accepted and sales contracts to be signed outside 
Hong Kong Taxation: Law & practice, David Flux, 1991-92 Edition pg 119 to 125. These pages 
contains detailed descriptions on the Hong Kong court interpretation on the source of 
income ruLe. 
2 This is known as 'operation test' which was first deveLoped by Lord Justice Atlin in a UK 
tax case, Smidth & Co V Greenwood (8 TC 193) and was Later applied in many Hong Kong court 
case. 
3 This is known as "contract conclusion test" which was established in a UK tax case of 
Maclaine & Co V Eccott[(1926) 10 TC 481] and this test is upheld in the recent Hong Kong 
Privy Council decision in CIR V Hang Seng Bank Ltd (3 HKTC 351) 
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Hong Kong. Preferably, a permanent establishment4 
should be set up outside Hong Kong e.g. a branch or 
agent wi th full authori ty to negotiate or conclude 
sales contracts on behalf of the Hong Kong company. 
Many large multinational corporations has tried to take 
advantage of Hong Kong's terri torial tax concept to 
setup reinvoicing profit booking centre in Hong Kong 
and claim the reinvoicing profit as offshore. 
Reinvoicing transactions are a means of shifting profit 
from a high tax jurisdiction to a low tax jurisdiction. 
This is often achieved by interposing a company 
incorporated in a tax haven jurisdiction between a 
buyer and a seller and for the tax haven company to buy 
goods at a lower profi t for resale to the ul timate 
seller at a profit. Hong Kong incorporated companies 
have been used for this purpose and the source of the 
reinvoicing arrangement has been successfully treated 
as offshore in many cases5 • 
For example, the multinational oil corporation, Exxon 
4 Permanent Establishment is defined under HI( Inland Revenue Rule 5(1) as lIa branch, 
management or other place of business, but does not include an agency unless the agent, 
has, and habitually exercises, a general authorit~ to negoti~te and conclude c~ntracts on 
behalf of his principal or has a stock of merchandlse from WhlCh he regularly fllls orders 
on his behalf ll 
5 A successful reinvoicing arrangement where profits booked in HI( is not subject to tax is 
docl.lTlented in HI( Board of Review Decision 029/84. 
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has set up a reinvoicing operation in Hong Kong6 • 
Al though E,xxon' s reinvoicing structure is rej ected by 
the court as not an offshore operation for Hong Kong 
tax purpose, this case demonstrates how multinational 
corporations try to use Hong Kong to structure offshore 
reinvoicing operations. 
b. Manufacturing Concerns 
Manufacturing profits are sourced where the 
manufacturing operations are carried on regardless of 
where the sales are made. Where a company has its 
manufacturing operations outside Hong Kong but makes 
its sale of finished goods in Hong Kong, tax planning 
may involve splitting the manufacturing profits and 
sales profits so that the manufacturing profits can be 
separately claimed as offshore profits. This can be 
done by housing the manufacturing operations and sales 
operation into different companies within the same 
group. 
In the recent years, many manufacturing operations in 
Hong Kong have been shifted to the PRC to take 
advantages of the lower labor and land costs in the 
6 Details of the Exxon's reinvoicing structure is illustrated in the Hong Kong tax case of 
Exxon Chemical International Supply S.A. V CIR (3 HKTC 57). The case involved a company 
in HK which booked very substantial merchanting profits generated by offshore affiliates 
but reinvoiced through HK company to the ultimate customers. 
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PRC. In many cases, Hong Kong manufacturing companies 
subcontract their manufacturing processes to PRC 
factories by means of entering processing or assembly 
contracts wi th PRC factories. These cross border 
activities create many tax planning opportunities for 
Hong Kong manufacturing companies to restructure and 
make offshore claim on their manufacturing profi ts 
booked in Hong Kong7 • 
c. Service Industries 
service income is sourced where the services are 
rendered. In case that a Hong Kong company receives an 
"infringing commission" for which it does nothing in 
Hong Kong (except possibly rendering of some "sales 
services" outside Hong Kong), it will not be subject to 
Hong Kong tax on the infringing commission. 
The HKIRD issued a circular dated 25 August, 1971 (see 
Appendix 11) which laid down 5 types of operation which 
the commission received would be treated as offshore 
income not subject to tax. This circular has become 
the basis for tax planners to develop intercompany 
infringing commission cbarge structure to minimize Hong 
7 In practice the processing and assembly contracts between HK manufacturing company and 
the PRC su~ontractor does not create any PRC tax exposures on the manufacturing profits 
booked in the HK company. 
Kong and overseas 
acti vi ties • . 
tax on international 
12 
sales 
Where services are partly rendered in and partly 
outside Hong Kong, spli t commission is another tax 
planning technique whereby greater share of commission 
is paid to the country with low tax rate or with a tax 
loss company. 
d. Rental Income 
In case of an operating lease, the income is normally 
sourced where the assets are used but the place of 
negotiation and conclusion of the agreement will also 
be taken into account where such place is Hong Kong and 
the asset . in question is not land or building. 
General speaking, where the asset is mobile and the 
lease is for relatively short period, the source of 
leasing income is the place of business. Tax planning 
for a business leasing mobile assets to overseas 
lessees may involve arrangement for the lease 
agreements to be executed outside of Hong Kong and 
housing the leasing operation into a offshore tax haven 
company. 
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e. Shipping and Airline Income 
Generally, Hong Kong freight income and income from 
bareboat charterparty negotiated and concluded by a 
permanent establishment in Hong Kong are subj ect to 
Hong Kong tax under section 23B and 23C of HKIRO. 
Bareboat charterparty8 is often the tool for tax 
planning. If it is considered favourable to source the 
shipping profits outside Hong Kong, the charterparty 
should be negotiated and signed by a permanent 
establishment outside Hong Kong. 
However, in many cases, the vessels do not call at Hong 
Kong or have no Hong Kong profi ts but the taxpayer 
would like to have the shipping business sourced in 
Hong Kong in order to take advantage of upfront 
depreciation allowances on the vessels to set off 
profits from other lines of business. In this case, 
the bareboat charterparty should be negotiated and 
concluded- by a permanent establishment in Hong Kong. 
f. Interest Income 
source of interest income is governed by the provision 
8 This is a charter agreement where the ship/aircraft owner has no demise or control over 
the ship/aircraft. 
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of credit test9 , ie the place where the funds should be 
made available to the borrower outside Hong Kong. 
Hong Kong companies with large surplus funds would 
normally place these funds into overseas deposits or 
purchases overseas bonds or bills so that the interest 
derived from such deposits would not be subject to Hong 
Kong tax. 
g. Interest Income of Financial Institutions 
9 
10 
Source of interest income derived from loan syndication 
activities of a financial institution is determined by 
the place where the initiation and funding of the loans 
takes place 10. Common techniques to restructure such 
loan syndication activities offshore are: -
i) Uplifting offshore loans and investing the funds 
in the share capital of a tax haven company which 
onlends the funds to overseas customers for 
interest income; interest income received from tax 
haven companies is ploughed back to the financial 
See InLand Revenue DepartmentaL Interpretation and Practice Notes No.13 (2nd Edition) -
The Taxation of Interest Received and the DeductibiLity of Interest Paid issued by HKIRD. 
This is based on the guidelines under the compromise package for the taxation treatments 
of financial institutions offered by the HKIRD in 1986 with a view to settle large number 
of tax disputes with financial institutions. Details of the guidelines is enclosed as 
Appendix III 
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institutions by way of dividend (which is 
specifically exempted from Hong Kong tax). 
ii) setting up offshore service company to negotiate 
loans funded outside Hong Kong. 
iii) acquire shares of loss companies instead of 
lending to it and interest is received in form of 
preference dividend. 
h. Patents, Trademarks and Copyrights 
Offshore licensing structure are often set up by Hong 
Kong corporations to reduce Hong Kong tax liabilities. 
Patents, trademarks and other intellectual rights are 
often structured to be held by tax haven companies 
which are then sub1icense the right to use such rights 
to group companies in Hong Kong and overseas. 
·In Hong Kong, royalties received by overseas licensor 
for the use of intellectual property rights in Hong 
Kong is subject to current withholding tax at 17.5% to 
the extent of 10% of gross royalty income (Effective 
rate of tax would be only 1.75%), whereas the licensee 
who pays royalties would be entitled to a deduction for 
16 
the purpose of computing its taxable profit at 17.5%". 
This gives rise to an obvious tax planning opportunity. 
For a Hong Kong taxpayer owns an intellectual property 
rights, it may make sense to sell the rights to a 
related offshore company which would then license them 
back to the previous owner or to a related company in 
Hong Kong. Royalties paid the Hong Kong company would 
be deductible in full, but would only be assessed to 
the. offshore licensor at a reduced rate, Thus, for 
every $100 of royalties paid, the licensee would save 
$17.5 in tax at a tax cost of only 1.75 to the 
licensee. 
Many manufacturing groups and newspaper publishing 
groups in Hong Kong have set up these licensing 
structures in order to take advantage of this tax 
benefits. Of course, the licensor needs to be based in 
a tax haven country in order to ensure that its royalty 
income will not be subject to tax in its own country. 
11 See IITaxation of Royalties For Intellectual Property Rights ll by Michael Olesnicky, HKSA 
Students' Newsletter, VOL. 12 NO 4, August, 1989 
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structuring Receipts to be of Capital Nature 
Hong Kong tax is only charged on income. The exclusion of 
tax on capital gain12 is the government policy of attracting 
more local and foreign investment in capi tal assets thus 
facilitating capital formation in Hong Kong. 
From the tax planning viewpoint, if it is possible to 
structure a transaction so that it gives rise to a capital 
rather than a revenue receipt 13, there would be no profi ts 
tax to pay. 
a. Shares and properties 
Gain on sales of Hong Kong shares and properties would 
be regarded as non-taxable capital gain if the shares 
and properties are held for long term investment 
purposes. However, they may be taxed if the HKIRD 
consider that they are sold in the course of a scheme 
of profit making i.e. trading or speculation of shares 
or properties. 
Tax planning may involve to classify shares and 
12 Section 14 of HKIRO specifically excludes the profit from sale of capital assets from 
charge of profits tax. 
13 The distinction between a capital receipt and revenue receipt is a wide area of law. See 
"Hong Kong Taxation: Law & Practice", David Flux, 1991-92 Edition, pg145-150 
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properties as long term investment with documentation 
to prove intention ab ini tio e. g. by minuting rent 
forecast, conducting feasibility study for a long term 
investments, etc. 
For tax purposes, properties purchased for resale can 
be structured to be held by tax haven envelop company. 
Instead of selling the property, it is possible to 
transfer out the interest in the property by selling 
the shares of the envelop company and claim that the 
sale of the shares of an overseas company is a capital 
transaction not subject to Hong Kong tax. This 
arrangement also saves stamp duty14 on property 
transaction because transfer of shares of a tax haven 
company would not attract stamp duty. (See Chapter IV 
which illustrates real case for this arrangement) 
b. Provision of Financial Assistance to Group companies 
Financial assistance provided by a parent company to 
Hong Kong subsidiaries in the form of waiver of debts 
or making good the deficits would be regarded as deemed 
trading profi ts 15 subj ect to Hong Kong tax. Tax 
14 Stamp duty is levied on any transfer of property in HK at a maximum rate of 2.75% of the 
market value of the property. 
15 Payments by way of grant, subsidy or similar financial assistance in connection with a 
trade, professional or business carried on in HK excLuding capitaL payments are taxable 
under Section 15(1)(c) of the HKIRO. 
planning may involve restructure the 
19 
financial 
assistance . in the form of a separate capital 
contribution which vou1d be used by the sUbsidiaries to 
finance the purchase of capital assets or repay loans. 
Increasing allowable deductions 
Provided that the company is in a profitable situation, an 
increase in allowable deduction upfront at least gains a 
timing, if not a permanent, tax advantages. 
'a. Claim Deductions for Prepayments 
For Hong Kong tax purpose, the profit or loss 
calculated under commercial accounting principles is 
the starting point for determining assessable profits. 
The profit or loss stated in the accounts is then 
adjusted for specific items as required by the HKIRO. 
Under general accounting .princip1es, the profit and 
loss account only takes into account the expenses 
incurred during the year and any payment of expenses 
which relates to subsequent years is deferred and 
capitalized as prepaid expenses. However, such prepaid 
expenses could be regarded as allowable deduction for 
20 
tax purpose in the year they are incurred. 
Tax planning may . involve structuring the prepaid 
expenses to bring forward the reduction in tax in 
respect of expenditure which would otherwise be 
incurred in the early year of the next succeeding year. 
Claiming prepaid expenses would only create a timing 
benefit for the taxpayer. 
b. setting up Round-robin Asset Refinancing structure with 
a view to :-
i) create an interest deduction in Hong Kong; and 
ii) ensure the deductible interest is not taxed in 
Hong Kong in the hand of the recipient. 
Such tax avoidance plan is so called 'round-robin' 
financing structure because the structure is, in 
essence, a form of back-to-back financing which 
provides a double tax benefi t on interest paid and 
received. 
Under such kind of plan, a Hong Kong company is 
structured to borrow overseas debts indirectly from an 
overseas affiliated company on which it will pay 
interest that can be deducted from taxable profi ts. At 
the same time, the overseas affiliated company will 
21 
receive interest payments on the debt, which is tax-
exempt in Hong Kong 16. 
By doing so, the company pays interest to itself and 
obtain tax benefi t on both . side of the round-robin 
transactions. 
The widely used round-robin tax avoidance plan is 
Luxembourg debenture scheme 17. Precise details of this 
scheme is explained in Appendix IV. 




Prior to 1992, section 16E of HKIRO allowed the cost of 
purchasing patents, trademarks or design as deduction 
in the basis period in which the expenditure was 
The basis of the back-to-back financing loophole starts in Section 16(1)(a) of the HKIRO, 
where deductions are allowed for lIinterest upon any money borrowed ...... for the purpose 
of producing .••• profits ll • This deduction is circumscribed by Section 16(2) of the HKIRO, 
in which considerable effort is made to disbar straightforward back-to-back loans by 
enforcing strict separation between the borrower and lender. Therefore, if the bank loan 
on which the interest is being paid is secured against a similar deposit in the bank, the 
interest is not deductible. Similarly, if the lender is an associated company, or under 
the control of the same family, interest payments cannot be deducted against tax. An 
important exception is contained, however, in Section 16(2)(f),ie. deductions against 
interest paid can still be obtained lion monies borrowed from an associated company arises 
entirely from the proceeds of an issue by the associated corporation of debentures ... II • 
In essence, this allows an offshore subsidiary to float debentures on an overseas bourse, 
and for the parent company to deduct the interest paid against its HK profits tax. 
Moreover, a second tax saving is made by the company buying all the debentures issued. 
Luxembourg is the favoured exchange upon which debentures for the 'round-robin' tax scheme 
tend to be floated, probabLy because the vast number of securities listed there made it 
difficult to monitor all new issued. 
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incurred provided that the rights were to be used in 
Hong Kong. 
Tax planning may involve revaluating an internally 
created trademark, design etc to its market value and 
selling it to another group company which uses such 
trademark and design in Hong Kong. The sales proceed 
received from the seller company is a capital receipt 
not subject to Hong Kong tax whereas the purchaser can 
claim an deduction upfront on the cost of purchase. 
Thus, the group as a whole can claim double tax benefit 
on this structure. Many industrial group and 
publishing group have made similar arrangement to take 
advantage of this benefit. 
In 1991, the Government became aware that the original 
provisions on section 16E had led to abuse and 
introduced a change in law effective from 18th April, 
91 that limit the definition of property to which the 
deduction apply and, furthermore, to deny deductions 
between connected persons 18 • 
d. Leverage Leasing 
Leverage leasing was a widely used tax driven 'product 
18 See "Govt Moves to Counter Tax Avoidance", Daily Information Bulletin Pg 49, Issued by 
Government Information Services 
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in air finance 19 prior to introduction of anti-
avoidance measure on this type of arrangement on 15 
November, 1990. 
A leveraged aircraft lease involves a Hong Kong .company 
with high profitability and tax exposure investing in 
a limited partnership which borrows enough money to buy 
an aircraft (the loans are on a non-recourse basis; the 
bank's securities is the value of the aircraft). The 
aircraft is leased to an end-user and depreciation is 
claimed against the partnership's profits tax 
liability. In Hong Kong, the partners can claim 72% of 
the aircraft's value as depreciation in the first year 
of the arrangement. 
The leverage means that a lot of profi t can be tax 
sheltered for a limited investment. A Boeing 747-400, 
for example, costs about HK$l.l billion. Under a 
leveraged lease, a Hong Kong company could contribute 
HK$220 million (20% of aircraft cost) in equity to a 
lease. The partnership, borrow the remaining HK$880 
million from the banks on a non-recourse basis, buy the 
aircraft, lease it to any airline in the world, and 
defer HK$792 million (72% of aircraft cost) in 
19 A detailed explanation of all aspects of a leverage leasing tax plan for aircraft can be 
found in "A Guide to the Leverage Leasing of Aircraft in Hong Kong" by Johnson Stokes & 
Master, September, 1990 
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assessable profits for the year by claiming 
depreciation allowances. 
Some of these tax benefits are passed on to the airline 
leasing the aircraft, making it an attractive f~nancing 
mechanism for both parties. 
A sample leverage leasing tax plan is explained in full 
detail in Appendix V. Many local blue chip companies 
with heavy tax bills have installed this kind of tax 
schemes prior to the introduction · of anti-avoidance 
measure by the government on mid November, 1990. This 
can be reflected in the annual reports of listed 
companies. For example, Furama Hotel Enterprises Ltd 
and Hong Kong China Gas both disclosed their leverage 
leasing plan in their accounts in 1990. 
e. setting up Approved Retirement Scheme 
special and initial contribution made by the employer 
to a retirement scheme approved by the HKIRO will 
qualify for deduction for tax over a 5 year period. 
Similar deductions are not available for special or 
initial contribution for non-approved sCheme20 • 
20 For details, please refer to "Retirement Planning". Price Waterhouse Tax Newsletter, 
October, 1991 
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To obtain maximum amount of tax deduction, companies 
could arrange their retirement scheme be approved by 
the HKIRD. 
Deferring the Payment of Tax 
a. Timing of Invoicing 
Tax planning may involve deferring the issue of invoice 
at the year end to defer the recogni tion of taxable 
income. If tax rate is reduced in succeeding years, 
such deference may also take advantage of the lower tax 
rate. 
b. Long Term contract Profit Recognition 
property developers often receive amounts under sales 
agreements before or during construction. For such 
long term building or construction projects, election 
may be made for profits to be tax on project completion 
basis21 rather than percentage of completion basis. 
This effectively shifts the profit recognition date to 
the project completion date (ie the date of issue of 
21 See IIDepartmental Interpretation & Practice Notes No.1" issued by HKIRD and HK Tax case 
IICIR V Montana Lands Ltd (1968) 1 HKTC 334 regarding the tax treatment on long term 
contracts. 
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occupation permit). As a result, none of the periodic 
payments need to be recognised until the issue of 
occupation permit. 
c. Recognition of Discount Income 
Unrealized discount income derived from zero coupon 
securities or deep discount bonds could be taxed on a 
realized basis i.e. the discount income would become 
taxable only when the securities are matured or sold 
such that the discount income become realized. Tax 
planning may involve purchasing discounted zero coupon 
securities rather than fixed interest securities to 
defer the tax on interest income. 
Diversion and Extraction of Income 
The objective of diversion and extraction techniques is to 
realize profits in different companies within the group so 
as either to :-
i) utilize the accumulated tax loss of the companies 
within the group, or 
ii) obtain advantage of different tax rate for companies in 
different jurisdictions. 
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The major diversion and extraction techniques are the use of 
transfer pricing employed in an arms' length manner by a 
related group of companies. This can apply to the transfer 
price of goods, management services, technical services, 
research and development, royalties, interest etc. 
a. Diverting Income to Tax Loss Companies 
Hong Kong tax legislation does not have provisions on 
group relief. As a result, tax loss of a group company 
cannot be utilized to setoff amount profit derived from 
another company within the same group. Therefore, 
group tax planning may involve making tax deductible 
payments, say management fee, subcontractor fee, 
interest expenses, etc from a profit making company to 
a loss company so as to speed up the utilization of tax 
loss from the group perspective. 
b. Extracting Income to Offshore Tax Haven Company 
Instead of booking overseas income in their books, many 
Hong Kong companies setup tax haven companies to book 
their overseas income such as overseas sales, 
commission and royalties to reduce the risk that such 
overseas income be treated as onshore taxable profits. 
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A tax haven is essentially a jurisdiction which 
provides a shelter from income tax. These locations 
also generally offer shel ter from other taxes and 
exchange control. A list of tax havens is included in 
Appendix VI. Tax havens are now commonly used by Hong 
Kong corporations for setting up the following types of 
vehicles :-
i) Trading company 
profits 
- to shel ter offshore sales 
ii) purchasing company- to shelter offshore sourcing 
income 
iii) shipping company - to shelter income derived 
form chartering and other 
shipping activities 
iv) licensing company - to shelter royalty income 
received from overseas. 
From a practical point of view, if profit is to be 
diverted or extracted to a tax haven jurisdiction, 
additional functions (e.g. sales, advertising, 
management, research and development) or risk (e.g. 
currency exposure, credit risk) must also be located 
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there. 
There are also leg.islation designed in the HKIRO to 
ensure arm's length pricing policies are adopted within 
multinational group, especially on the transfer pricing 
. . 
between Hong Kong companies and their closely connected 
non-residents, in particular, those tax haven group 
companies. 
Treaty Shopping 
In recent years, large corporations in Hong Kong has 
invested heavily overseas. The trend to increase investment 
in overseas is resulted from the poli tical uncertainly 
arising from the 1997 issue and the booming markets in the 
Asian Pacific Rim countries like Japan, Malaysia, singapore 
and Indonesia. 
Many Hong Kong corporations have made significant 
investments in real estates and industrial projects in 
overseas countries. These investments are in the forms of 
equity, debts and provision of knowhow or expertise and the 
returns of these investments are harvested in form of 
dividends, interest , royalties or various forms of fees 
distributed by the overseas investments to Hong Kong parent 
company. 
30 
Most of the overseas countries imposed heavy withholding tax 
on dividends, interest and royalties etc paid/remitted to 
non-residents. However, .if the recipient of such dividends, 
interest or royal ties is based in a country which has 
entered into a double taxation treaty wi th the source 
country, then the wi thholding tax imposed by the source 
country on such income would be exempt or significantly 
reduced. Almost all double taxation treaties provide for a 
limitation of, or exemption for tax to be imposed in the 
source country on interest, dividends and royalties paid to 
a company which is a resident of the other treaty country~. 
Hong Kong has not yet entered into any double taxation 
treaties with other countries in respect to the above 
mentioned forms of incomeB . As a result, Hong Kong 
companies directly investing overseas cannot normally obtain 
the treaty benefit. However, a Hong Kong group may obtain 
the benefit of particular treaties by establishing a company 
or companies in a jurisdiction which has extensive tax 
treaties with other overseas countries. Netherlands which 
have an extensive treaties network with other countries in 
the world is widely used by Hong Kong group to set up 
22 
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Many double taxation treaties provide an investment inc:ntive known as 'tax. sp~ring' 
relief. This is an arrangement under which the treaty wlll deem tax. to.be pa1d 1n o~e 
country on a specific class of income, such as royaltie~ ~r interest, .1n ClrcllllStances 1n 
which no tax is actually paid. As a result, the reclplent of the lnterest or royalty 
obtains a tax credit for tax which is not actually paid. 
HK has a double tax relief specifically on income from shipping operation with the USA 
entered in 1989. See Appendix A of HKIRO for details. 
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intermediate holding company to invest overseas. It is 
therefore possible for the Hong Kong groups to invest 
through an intermediate Netherlands holding company in other 
overseas countries to obtain the benefi t of exemption or 
reduction on wi thholding tax on the return on overseas 
investments. 
For instance, a Hong Kong company receive dividend directly 
from a Japanese subsidiary would have to pay sUbstantial 
wi thholding tax on dividend. However, if the Hong Kong 
company invests in Thailand through a intermediate holding 
structure known as 'Dutch sandwich,24, the effective rate of 
dividend routed back to Hong Kong through such a structure 
could be reduced significantly. An illustration of a Dutch 
Sandwich treaty shopping plan is shown in Appendix VII. 
The practice of obtaining jurisdiction under treaties in the 
way outlined above is often described as 'treaty shopping'. 
Many Hong . Kong group has put in place Dutch Sandwich 
structure in their overseas investments. 
24 A Netherlands holding company often offers advantages as a vehicle for international 
investment primarily due to the Netherlands's large tax treaty network and the !ax 
privi Leges enjoyed by such holding c~anies in th.e ~etherLands. F!,r Exa~le, an ~xe~tlon 
from tax is available in the Netherlands for dlvldends and capltaL galns derlved form 
qualifying participation in overseas companies. 
A Netherlands AntH les ("Ant i lles") company is often interposed between a Netherlands sub-
holding company and the ultimate parent in HK to act as an intermediate parent company. 
This forms the other half of the so called IIDutch-sandwich ll structure. Dividend paid by 
the Netherlands to its AntilLes parent company are subject to Dutch withholding tax at a 
rate of only 5%, provided those dividends are taxed in the Antilles a~ a 5.5%. Howev~r, 
in appLying the 5.5% rate the Antilles authorities have, offered a notl0n~l 75% ~eductlon 
against the dividend income on a ruling basis which has reduced the effectlve Antllles tax 
rate to 1.375% [5.5%x(1-0.75)] 
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We do not have the statistics on the number of Hong Kong 
companies using 'Dutch Sandwich' tax plan for their overseas 
investment. However, many large Hong Kong listed groups had 
set up investment holding companies in Netherlands and 
Netherlands Antilles, for example, the Lai Sun Group. 
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CHAPTER III 
HONG KONG TAX AUTHORITY'S POLICY TOWARDS TAX PLANNING 
In this chapter, we will go through some of the key anti-
avoidance provisions within the Hong Kong Revenue law and 
review the attitude and policy adopted by the Hong Kong tax 
authority towards the tax planning activities in Hong Kong. 
Anti-avoidance Legislation 
In order for the Hong Kong tax authorities to effectively 
protect revenue, there must be sufficient anti-avoidance 
legislation in the Revenue law to combat against tax 
planning activities. Therefore, a review of the anti-
avoidance legislation in the Hong Kong Revenue law could 
provide us with a general picture of the attitude and 
policies adopted by HKIRD towards tax planning activities in 
Hong Kong. 
The policy and objectives which govern the construction of 
the Hong Kong tax system follow the basic principle of 
simplicity~. This is the fact that the HKIRO has, from the 
25 The poLicies and objectives of HK tax system is best iLLustrated in the foLlowing terms 
of reference given to the Third Inland Revenue Ordinance Review Committee in 1976 and the 
sentiments have been reiterated in various Government speech up to the present time :-
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outset, contained very little strict anti-avoidance 
legislation because such legislation is necessarily 
detailed, complicated and difficul t to administer, which 
clearly conflict with the policy of simplicity. However, 
due to the growth of sophisticated tax planning arrangements 
that have proved a threat to revenue collection, this 
position has begun to change since 1986. 
Many of the sections of HKIRO already contain sub-sections 
which limit available loopholes but these are no more than 
that can reasonably be expected in a relatively 
sophisticated tax system but do not really amount to anti-
avoidance legislation as understood in countries with much 
more sophisticated legislation. 
Genuine anti-avoidance provisions contained in the HKIRO can 
be divided into 2 classes:-
i) specific anti-avoidance provisions which aims at 
specifically identified transactions or areas; and 
ii) general anti-avoidance provisions which are designed to 
frustrate any area of tax saving in the widest of 
terms. 
"Having regard to the economic circumstances of Hon~ Kong whi~h.dictates •.••••. that the 
relevant legisLation should be simple and inexpenslve to admlnlster. 
To consider the present system of taxation of profits and other forms of income contained 
in the InLand Revenue Ordinance." 
a. specific Anti-avoidance Provision 




in section 20 of 
35 
transfer pricing 
the HKIRO which 
prevents diverting income to offshore jurisdiction 
thus reducing taxable profits of Hong Kong 
companies. However, this is severely limited in 
its effect compared to its sophisticated 
equivalents in the U.K. and the USA. In addition, 
unlike the UK and USA tax authorities, the HKIRD 
does not have a special group to review and 
scrutinize the inter-company transactions of Hong 
Kong companies. Therefore, it is very difficult, 
if not impossible, for the HKIRD to uncover tax 
planning schemes which involves transfer pricing 
techniques to divert income to tax havens. 
ii) The Leasing Provision 
section 39E of HKIRO was introduced in 1986 by the 
Hong Kong Government in 1986 with a view to 
curbing a perceived loss of revenue in connection 
with sale and leaseback of secondhand plant and 
machinery and certain leverage leasing 
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arrangement. 
Complicated provision26 were introduced to deny 
depreciation allowances to a lessor of plant and 
machinery in certain of the following situations 
:-
1) Plant and machinery purchased from and leased 
back to the same person (lIsale and 
leaseback"); 
2) Certain leverage leases involving ships or 
aircraft; 
3) Certain leverage leases involving other plant 
and machinery used wholly or principally 
outside Hong Kong. 
The original legislation in 1986 proved to be 
ineffective in damping big ticket aircraft 
leverage leasing. At the time of this legislation 
was passed, the leverage leasing arrangement was 
confined to a few blue-chip companies. However, 
starting from 1989, the practice suddenly 
mushroomed. In mid-November, 1990, the then 
26 See IILeasing Arrangement and Guidel ines on Lease Financing ll in Departmental and 
Interpretation & Practice Note No. 15 issued by HKIRD, 1 May 1986 
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Financial Secretary Sir Piers Jacob told Hong Kong 
Legislative Council that the tax deferred in 1990 
because of leveraged leasing was already 
threatening to reach HK$l billion. However, the 
official estimate is very much at the low end of 
estimates. Leading air financiers and tax 
consultants calculated that the tax deferred in 
1990 through leveraged leasing should top HK$2 
billion27 (ie 10% of total 1989's profit tax take 
in Hong Kong). 
In view of this, the government introduced further 
measures28 with effect from lS November 1990 to 
kill the leverage leasing business almost 
outright. 
iii) Sale of Loss companies 
section 61B of the HKIRO came into force on 14 
March, 1986~ and was designed to give the 
commissioner the power to counteract the sale of 
companies with substantial accrued losses for the 
27 See IIAircraft tax leasing facing an uncertain future, say experts" by Giselle Militante, 
South China Morning Post, 19 October, 1990. 
28 See IIGuidelines on lease Financing-leveraged leasing ll , AddendllTl to Departmental 
Interpretation and Practice Note No. 15 issued by HKIRD, 15 November, 1990. 
29 Section 618 therefor fails to deny the deductibility of prior year loss made before March, 
1986. 
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sole and dominant purpose avoiding or reducing tax 
that would otherwise have been payable. 
The Commissioner has expressed his view that it 
has never been the intention that section 61B 
should create unnecessary inhibitions in the case 
of genuine commercial company acquisitions or 
group reconstruction which involve changes in 
shareholding30 • It follows then, that a group 
reconstruction for bona fide commercial reasons or 
a genuine attempt to rescue an insolvent company 
will not be subject to attack under the section 
even though some tax advantages are also involved. 
Accordingly, whether or not section 61B can be 
successfully applied in the above situation will 
depend upon proof of commercial reasons for the 
construction other than tax. 
In addition to the above, section 61B appears to 
be not effective in preventing the trafficking of 
loss companies because it only apply to cases 
where there is a change of legal ownership in the 
shares of the loss company. In case that there is 
a change in the beneficial ownership of the shares 
without there being a change of legal ownership in 
30 See paragraph 26, Departmental Interpretation & Practice Notes No. 15 issued by the HKIRD, 
1 May, 1986 
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the shares of the loss company, section 61B. 
Where a loss company is owned by a holding 
company, the transfer of the ultimate ownership of 
the loss company can be effected by selling the 
holding company to the loss buyer, this can 
effectively get around section 61B. 
b. General Anti-avoidance Provisions 
The Hong Kong law contains 2 general anti-avoidance 
provisions, i.e. section 61 and 61A of the HKIRO. 
i) section 61 
section 61 has its origin in the UK commonwealth 
tax package introduced to many countries in the 
Commonwealth and has been in the HKIRO from the 
very beginning. 
It states that if an assessor is of the opinion 
that any transaction which either reduces, or 
would reduce the amount of tax payable by any 
person is either: artificial, or fictitious, or is 
a disposition not given effect to, the assessor 
may disregard any such transaction or disposition 
and raise an assessment accordingly. 
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Section 61 proves to be ineffective to combat tax 
avoida~ce arrangement since it can only be applied 
on 'artificia~ or fictitious' transactions. 
Following the Supreme Court's Decision in CIR V 
Howe (1977) 1 HKTC 93631 , the tax authorities 
became reluctant to apply Section 61 because if it 
cannot apply in a case as Howe, which was a fairly 
extreme example of tax avoidance planning, it 
could hardly apply in most other cases. 
ii) Section 61A 
section 61A is modelled on its Australian and New 
Zealand equivalent and attempts to put the 
"substance" principle into statutory wording. 
However, in order to avoid complication the HKIRO, 
the Australian legislation, which covers six 
pages, was condensed into one page. The Hong Kong 
provision therefore is not as tightiy drafted as 
the Australian equivalent and suffers from certain 
In that case, a HK author who was recelvlng taxable royalties from his publisher 
established a company in Panama. He entered into a contract of employment with that 
company, under which he agreed to write books for the company for a salary of $12,000 per 
year. Copyright would vest from the outset in his employer, the Pan~manian company, which 
would then receive royal ties from those books on a tax-free baS1S. Also, the author 
entered into an agreement whereby he assigned to the Panamanian company for $1 the benefit 
of all royalties to which he was currently entitled. The value of this assignment was 
established to be $1,210,000. 
THE HKIRO challenged these arrangement by applying S61. However, the court held that these 
transactions were neither artificial nor fictitious. 
41 
defects as a result. 
section 61A is drafted to attack those 
arrangements or transactions which are entered 
into for the sole or dominant purpose of o~taining 
a tax benefit. It specifically sets out seven 
factors2 to be considered in applying the anti-
avoidance provision to disregard the arrangement. 
Thus, if the transaction or arrangement can 
reasonably be explained as having a commercial 
purpose, section 61A can have no application on 
that transaction or arrangement. 
It is interesting to note that section 61A was 
enacted in 1986 but has never been the subject of 
any testing of its effectiveness before the Board 
of Review or the courtsn~ It apparently is not 
applied by the Revenue authorities on a regular 
basis. It has been threatened against taxpayers 
on a few occasions in order to induce them not to 
pursue certain reporting position. 
Another important point is that, if the Revenue 
32 See "General Anti-avoidance Provisions", Departmental Interpretation Note No. 15 issued 
by HKIRD, 1 May, 1986 and IIHong Kong Taxation: law & Practice", David Flux, 1991-92 
Edition, pg355-359. 
33 See "Section 61A - Anti-avoidance ll by Michael Olesnicky, HKSA students' Newsletter, VOl 
13 No 1, February, 1991. 
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authori ties apply section 61A to defeat a tax-
avoidance scheme, the only result will be to deny 
the taxpayer which it sought to achieve. 
The Australian legislation, by contrast, imposes 
a penalty of up to 200% of the tax which would 
have been avoided had the arrangement been 
successful (in addition to the tax itself). This 
makes the Australian provisions very effective as 
a means of deterring taxpayers from entering into 
tax avoidance arrangements. 
However, the only result in Hong Kong of section 
61A is that the taxpayer will simply need to pay 
the tax which he would have paid in the first 
place if he had not entered into the arrangement. 
Thus, even where section 61A might apply, 
taxpayers in Hong Kong have nothing to lose by 
entering into a tax arrangement (other than the 
inevitable professional costs of implementing it) • 
Coupled with the fact that the HKIRD appears to be 
very reluctant to apply section 61A, except in the 
most extreme cases, section 61A does not appear to 
have deterred non-extreme forms of tax planning. 
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Based on the above review in the anti-avoidance legislation 
in the HKIRO, it is clear that the Hong Kong Revenue law 
provides very limited anti-avoidance provisions against tax 
planning activities and the existing anti-avoidance 
provisions are ineffective in application. 
Tax Authorities General Attitude and Policies 
towards Tax Planning Activities 
The Government's taxing machine, HKIRD, has only 101 
assessors assigned to calculate profits tax, with another 57 
assessors assigned to its investigation unit and a small 
team of tax field audit officers. The HKIRD simply does not 
have the resource to uncover most of the existing tax-
avoidance schemes which are run under a very low profile to 
avoid the attention of the Revenue authorities. 
Moreover, there are no special units in the HKIRD to handle 
the tax-avoidance cases and the filing system in the HKIRD 
is set up in such a way that companies within a group are 
handled by many different tax assessors in different 
sections. This administrative structure further makes it 
difficult for the HKIRD to identify abnormal group 
transactions and transfer pricing arrangements for tax-
avoidance purpose. 
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As reflected in the experience regarding the legislative 
amendments in the . leverage leasing tax schemes, the tax 
authorities will only interfere and eliminate specific tax-
avoidance schemes when these schemes have attracted public 
attention which creates pressure to the tax authorities to 
close the loopholes immediately. 
For other tax-avoidance plans which are carried out on a 
very low profile, the current policy of the HKIRD appears 
to be only to keep section 61 and 61A in the shelf just to 
threaten their arrangement or reporting positions only. 
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CHAPTER IV 
CORPORATE MANAGEMENT'S ATTITUDE 
TOWARDS TAX PLANNING ACTIVITIES 
In this chapter, we will discuss the attitude of the 
management of large corporations in Hong Kong towards tax 
planning activities. Our findings are based on the 
discussions and interview with the tax professionals as well 
as corporate financial controllers. 
Tax Planning in 1970's 
In the early 1970's, corporate management is, in general, 
unaware of tax planning opportuni ties and does not have 
general tax planning concept. Only very few large 
corporations in Hong Kong would retain tax consultants to 
look after their tax affairs. Competent tax advisors were 
only available in a few international accounting firms. 
Businessmen generally could not distinguish the difference 
between tax evasion34 and tax avoidance35 • It is their 
34 Tax evasion can be described as arrangement entered into outside the law resulting in a 
liability to taxation being evaded by non-disclosure or misrepresentation of the facts. 
The Privy Counci l referred to tax evasion as being 11 ••• when the Coomissioner is not 
informed of all facts relevant to an assessment of tax innocent evasion may lead to a re-
assessment ••• 1I 
35 Tax avoidance can be described as the arrangements and transactions adopted in relation 
to a given commercial of business situation to achieve maximum tax efficiency. These 
arrangements and transactions are carried out within the law. 
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genuine believe that large corporations in Hong Kong have a 
social responsibility to pay tax for their earnings and most 
tax planning arrangements are immoral, if not illegal. 
Tax Planning in early 1980's 
The cyclical fluctuation of Hong Kong economy in late 1978 
to early 1980' s had forced the corporate management to 
change their attitude towards tax planning activities and to 
consider such activities as part of their financial 
management exercise. 
From 1978 to 1981, Hong Kong has experienced tremendous 
growth. The stock and property markets were booming. 
During that period, corporations reported good results and 
high profi t figures. As a result, corporate tax bills 
increased significantly. corporate management then became 
aware of the tax costs on their operations and started ' to 
identify legal ways to reduce their tax bills. The concept 
of 'choice' principle became widely known to the corporate 
CEOs and financial managers. This refer to the principle 
that every person is entitled to arrange his affairs in such 
a way so as to minimize the tax liability thereon~. with 
36 It refers to the situation that, if the legislation confers a choice on the taxpayer as 
to whether or not to do an action, then it could hardly have intended that the exercise 
of that choice should be attacked by general anti-avoidance provision in the legislation. 
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this principle in mind, corporate management no longer 
believe that tax planning activities are illegal or immoral. 
From 1982 to 1984, the local economy turned down drastically 
and corporations suffered from losses or siqn~ficant 
reduction of profits. Corporate management therefore were 
under heavy pressure to reduce operating costs. Tax 
planning exercise became one of the major ways to reduce the 
overall operating costs of the corporations. Failure to 
reduce the company's effective tax rate to below the 
corporate profits tax rate would be regarded as inefficient 
financial control. corporate tax management is therefore 
mainly involve in improving the "tax efficiency" of the 
corporations. 
Tax Planning in late 1980's to 1990's 
In late 1980'S, corporate management generally have a 
positive view towards tax planning. In view of the rapid 
growth of demand on tax advisory service, major accounting 
and legal firms in Hong Kong have built up large tax 
departments to provide tax services to corporations in Hong 
Take, for example, Section 16E of HKIRO which pe!mits a taxpayer to ~educ~ th~ cost.of 
intellectuaL property rights. This was enacted In pursuan~e of a Leg~sLat've ,ntent,on 
to encourage taxpayers to purchase inteLlectual propert~ r,ghts. If,n the course of.a 
tax-avoidance transaction, a taxpayer does what the legIsLature wanted to encourag: h,m 
to do (nameLy buy inteLLectuaL property righ~s), and t~e taxpayer thus becomes ent'tL~d 
to claim the deduction which the Legislature lntend~ hIm t? hav~ for such ~ ~rchase, 1t 
is illogical to then penalize the taxpayer by applYIng antI-aVOIdance provIsIon. 
Kong. In order to compete for clients, 
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tax consul tancy 
firms usually issue free brochures and booklets to introduce 
tax planning techniques ' to their existing or prospective 
clients and update their tax knowledge from time to time. 
As a result, corporate management are well educated by their 
tax advisors on the general tax concepts and techniques. 
Corporate management now frequently consult their tax 
advisor before making important transactions such as 
acquisition and merging decisions. It is a general view 
that the corporate financial controllers have responsibility 
to select the most tax efficient way to execute a 
transaction. In deciding whether to enter into tax avoidance 
plan, they would normal consider the following aspects:-
i) The tax benefit of the plan must exceed the cost of 
implementing the plan. 
ii) The tax plan should be flexible so that the company can 
modify or cancel the plan in case of a change in tax 
law. 
iii) The tax plan should be safe from the challenge of the 
Revenue authorities. In general, corporate management 
would believe that a tax plan is safe if it is already 
adopted by other companies in Hong Kong, especially the 
blue chip companies. For 
leasing plan· which was once 
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instance, the leverage 
installed in many large 
chip companies in Hong Kong were generally be regarded 
as a safe tax plan to corporate management prior to 
November, 1990. 
iv) The implementation of any tax plans should not create 
embarrassment to the directors of the companies. This 
concern is particularly important for listed companies 
because the activities of the directors of listed 
companies are under close public attention. They would 
generally avoid entering into aggressive tax plan which 
would cause public attention. 
v) For listed companies, corporate management would not 
adopt those tax plans which may affect the reported 
profi tabili ty, such as earning per shares, gearing 
ratio. These figures would have significant impacts on 
the market prices the shares of the listed companies. 
For example, certain tax planning may involve 
additional borrowing and interest expenses which may 
increase the company's financial leverage and reduce 
earning per shares. The adoption of this type of plan 
would cause reducing in market value of the shares of 
a listed company. 
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CHAPTER V 
DEVELOPMENT OF TAX ADVISORY SERVICES IN HONG KONG 
In this chapter, we will discuss the development of tax 
advisory services in Hong Kong over the last 20 years. Our 
findings are based on information from Hong Kong Society of 
Accountants, Taxation Institute of Hong Kong, and various 
discussions with tax professionals practicing in Hong Kong. 
Tax Advisory Services in 1970's - Infant stage 
As explained in Chapter IV, Hong Kong tax planning 
activities were not common in 1970's. The reasons are that 
corporate management cannot see the benefit of tax planning 
at that time because of low tax rate and low tax bills. 
As there is low demand for tax service, only very large 
accounting or law firms would offer tax advisory services to 
their clients. The tax divisions in these large firms were 
very small and only ancillary . to the audit departments at 
that time. In general, the average size of the tax 
divisions in major accounting firms did not exceed 10 
professionals. As a matter of practice in 1970 's, many 
accounting firms offered tax services to their clients as 
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part of the package accounting or audi t services. Tax 
advisory services could be viewed as a dessert to the 
clients in addition to ·the accounting firm's major lines of 
services. 
Tax Advisory Services in early 1980's - Growth stage 
In early 1980' s, there were an increasing demand for tax 
planning services in Hong Kong as a result of the economic 
turndown in early 1980's and the change of corporate 
management's general attitudes towards tax planning. 
In response to the rapid growth in demand for tax services, 
large accounting and law firms started to set up separate 
tax department to handle tax services of their client and 
separate bills were issued to the client. Tax services 
became one of the most profi table lines of services for 
these firms. 
Tax departments of these firms also started to expand 
rapidly and attracted a lot of overseas tax professionals to 
practice in Hong Kong. Many of the present senior tax 
partners in Hong Kong accounting and law firms came to Hong 
Kong in early 1980'S. 
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These overseas tax professionals brought in a lot of 
inn6vative tax pl~nning ideas to Hong Kong. Most of those 
tax avoidance schemes ' described in Chapter II were 
previously designed and practiced in some other high tax 
jurisdictions such the UK or USA. They were introduced to 
Hong Kong in early 1980's by. overseas tax professionals. 
Tax Advisory service in late 1980's to 1990's 
- Mature Stage 
In late 1980 's, all major accounting firms have built up 
large tax departments in Hong Kong. The average size of a 
tax department in any of the Big 6 accounting firms in Hong 
Kong exceeds 60 professionals. Tax advisory fee becomes the 
major line of income of accounting firms, just next to audit 
fees. 
For example, the largest tax advisory firm in Hong Kong, 
Price waterhouse, has more than 160 professional staff in 
Hong Kong and offers wide range of tax advisory services. 
The firm installed a computerized system to handle tax 
return preparation and built up a strong database system for 
research purposes. 
As far as the number of tax professionals in Hong Kong is 
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concerned, the Hong Kong Institute of Taxation advised that 
they had around 450 members in 1991. The Hong Kong Society 
of Accountants' latest statistics shows that out of the 6032 
professional accountants registered with the Society, 469 
has indicated their primary work function to be in tne area 
of tax. These figures does not reflect the actual 
population of the people practicing tax advisory service in 
Hong Kong. One of the reasons is that some of these 
registered members are employed in the HKIRD as tax 
assessors. More importantly, many tax advisors are not 
accountants. They may be lawyers, merchant bankers and 
free-lance consultants. 
For instance, Johnson Stoke & Master, a prominent law firm, 
had a large division in its Hong Kong office mainly advising 
on lease leasing tax plan. Also, many merchant bankers in 
Hong Kong help their client to arrange back-to-back 
financing tax scheme. 
Based on the above, it is clear that the tax advisory 
industries has come to the mature stage from late 1980's to 
early 1990's. In view of the large competition in the 
industry, many large tax advisory firms offer seminars and 
newsletters to introduce tax planning ideas to their clients 
and convince them to adopt tax plans. As a result, tax 
planning becomes a common activities in most large 
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corporations in Hong Kong in 1990's. 
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CHAPTER VI 
SOME EMPIRICAL ANALYSIS 
Objectives 
In this chapter, we will go through the financial records of 
large Hong Kong corporations with a view to investigating 
the real life tax planning cases in Hong Kong to support our 
findings of previous chapters. 
Methodology 
a. Target corporations 
The primary target for our analysis are those companies 
listed in Hong Kong Stock Exchange. However, since 
there are around three hundred listed companies in Hong 
Kong, we will only focus on the thirty Heng Seng Index 
constituent companies37 • These companies have 
consistently represented around seventy-five percent of 
total net worth of the listed companies in Hong Kong. 
37 There are al together 33 Heng Seng Index constituent cOfTl>anies. However, these 33 companies 
include 3 banks which are exempt from disclosing their tax expenditure to the public. In 
the absence of the tax data of these 3 banks, we have excluded them in our analysis. 
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b. Method of Data Analysis 
Our study will start with a ratio analysis of the 
effective tax rate of the thirty Heng Seng Index 
consti tuent companies. The effective tax rate of a 
company is defined as the ratio between the 'taxation' 
and 'profit before tax' figures reflected in the its 
accounts. The results of this analysis are summarized 
in appendix VIII. 
As these thirty corporations do not have the same 
accounting period, we will use their latest available 
published accounts for the year 90/91 analysis and 
believe that any deviation will not make difference to 
the findings. 
It is assumed that for a corporation with the majority 
of its operations being based in Hong Kong, the 
effective tax rate of the company should be very close 
to the Hong Kong corporate tax rate. A large 
derivation between a company's effective tax rate and 
the corporate tax rate would indicate the tax 
efficiency of the company. 
wi th the finding of the ratio analysis, we then go 
through the annual reports of those corporations with 
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exceptional low effective tax rate and try to identify 
the tax platis implemented in these corporations. 
We would also base on the public information extracted 
from newspaper and journals to obtain a complete 
picture of the tax plans currently implemented by the 
above companies and other large companies in Hong Kong. 
Limitations 
It is appreciated that the target corporations under review 
would avoid disclosing their tax plans voluntarily to the 
public to reduce the risk of the challenge from the HKIRD. 
Therefore, the financial information and tax data available 
for our analysis is very limited. As a result, we may not 
be able to explain the reasons for the exceptional low 
effective tax rate in certain occasions. 
Findings and Conclusions 
a. Blue Chip corporations have High Tax Efficiency 
The ratio analysis in Appendix VIII shows that out of 
the thirty Heng Seng Index constituent companies under 
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review, twenty-six companies have their effective tax 
rates well below the Hong Kong corporate profi t tax 
rate (appendix IX) ' in the year 1990/91. Similiar 
phenomenon is also observed in other years under 
review. These resul ts clearly indicate that major 
blue chip companies in Hong Kong have high tax 
efficiency. 
In addition, the average effective tax rates for the 
companies under this analysis are wi thin the region 
between 13 percent to 14.8 percent for the past five 
years. It can be easily appreciated that the effective 
tax rates of these major blue chip companies are 
persistently lower than the Hong Kong corporate tax 
rate for at least 2 percent points. 
Having regard to the persistent lower effective tax 
rates of these companies, we take the view that many of 
these companies should have installed aggressive tax 
avoidance in order to reduce their tax bills. Our view 
can further be substantiated in part three below. 
b. High Effective Rate does not mean no Tax Planning 
Activities 
In our ratio analysis, we have identified three 
38 
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companies which have their average effective tax rates 
over the last five years significantly higher than the 
corporate tax rate • . They are namely : 
i) Jardine Matheson group 
ii) Jardine strategic group 
iii) Dairy Farm group 





A review of the annual reports of the above three 
listed groups reveals that a substantial part of the 
operations of these three groups are based overseas. 
In this connection, Dairy Farm has a lot of supermarket 
chains in Australia and Europe, while both Jardine 
Matheson group and Jardine strategic group have a lot 
of foreign investments in Asia Pacific Region including 
Japan. Given that most of the countries in the Asian 
Pacific region and Europe are high tax jurisdictions~, 
it is reasonable that the effective tax rates of these 
three groups should be higher than the Hong Kong 
corporate rate ta~ing into account the overseas tax 
elements. 
See Appendix X for a detailed list of the corporate tax rates of major countries in Europe 
and Asia Pacific region. 
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Take Jardine Matheson group as an example. Based on 
its 1990 published accounts, we have worked out its 
geographical tax structure in appendix XI. Despi te the 
fact that the overall tax rate for that year is 22.9 
percent, the effective tax rate of its Hong Kong and 
China business is only at around 11. 4 percent, much 
lower than Hong Kong corporate tax rate. This reflect 
the fact that Jardine's high tax may mainly due to the 
high tax mix throughout the world. It is able to manage 
its Hong Kong tax affairs and continue to benefit from 
a lower than corporate profits tax rate. 
c. Investigation of Real life Tax Planning Cases 
Based on the ratio analysis, we have identified twenty 
six major listed companies with low effective tax rate. 
Our following findings are based on review of the 
published data and public information regarding the 
these low tax companies:-
i) Hong Kong and China Gas/Hong Kong Telecom/Hongkong 
Bank : Leverage Leasing Scheme 
As shown in Appendix VIII, Hong Kong and China 
Gas's effective tax rate has been declining 
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rapidly in the last five years. 
A review of its 1990 published accounts reveals 
that there are notes explaining the company's 
leverage tax plan as follows:-
liThe Company's 
Partnerships in 
investment in Limited 
1989 represented the 
Company's 53.3 percent interest as a limited 
partner in each of the three aircraft owning 
and leasing partnerships . formed under the 
laws of Hong Kong. During the year, the 
company has invested, as a limited partner, 
a 66 percent interest in an aircraft owning 
and leasing partnerships formed under the law 
·of Hong Kong. Amortization of these 
investments is calculated in line with the 
benefit of tax losses incurred by these 
Limited partnerships accruing to the 
company." 
The tax benefit of setting up such limited 
partnership have been fully explained in Chapter 
11, 2d. Although we are unable to confirm and 
work out the exact saving based on the limi ted 
information contained in the Published accounts, 
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a rough calculation indicates that the saving in 
tax deferral from its HK$79.6 million investment 
in 1990 was HK$8.9 million, a figure almost equal 
to 0.04% of the 90/91 total profit tax revenue 
(appendix XII). 
In fact, Hongkong and China Gas was not the 
biggest player in the game. Hong Kong Telecom and 
Hongkong Bank39 were two major participants in 
this type of scheme in 1990. 
According to Telecom's 1990 annual report, it had 
accumulated a deferred tax liability of HK$473 
million through leasing, and none of which had 
been provided for in the P&L accounts. stock 
analysts has forecasted the crackdown on leverage 
leasing tax scheme will cause an increase on the 
effective tax of 7.8% by 4 to 5 percent points in 
199240 • 
ii) cheung Kong Group • • structuring properties 
transactions as non-taxable capital gain 
cheung Kong is another listed group with effective 
39 See "Analyst revise Telecom Forecasts" by Eric Chan, SCMP, 16 November, 1990 
40 The Sun Hung Kai Research dated 9 November, 1990 has expressed their concern over the 
impact on the crackdown of aircraft leasing scheme on Hong Kong Telecom. 
63 
tax rate in the region of ten percent over the 
past five years. The principal activities of this 
group mainly comprises of property development and 
trading in Hong Kong, which should be subject to 
Hong Kong profits tax, which is currently at 
17.5%. We have made a detailed review of its 
published financial data but cannot find any hints 
of its tax scheme. 
However, it has come to our attention that the 
group has property development subsidiary, known 
as Beautiland Ltd which recently won a tax case41 
against the Commissioner of HKIRD. 
In that case, Cheung Kong and Wheelock Harden 
contributed various pieces of property to 
Beautiland, a joint venture company incorporated 
in Hong Kong. within a few months of the 
execution of the joint venture agreement, Beauti-
land sold the shares it held in a land owning 
subsidiary for a profit of HK$43 million. The 
privy council ul timately decided that the 
Beautiland's sale of shares in a property 
development company is a capital transaction. As 
a result, the HK$43 million 'capital' gain is not 
41 The tax case is known as "Beautiland Coq>any Limited v COIIIDissioner of Inland Revenue" 





The above case shows how cheung Kong group 
structures its property sales transactions in Hong 
Kong to become non-taxable capital, gain 
transactions. In this connection, we note from 
cheung Kong's accounts that most of its property 
development projects are held by special purpose 
company. This accounts for the reasons of its low 
effective tax rate for the past years. 
iii) World International/Wharf/sun Hung Kai properties 
: Round-Robin Back-to-Back Financing Tax Scheme 
World International is a listed group which can 
always manage to maintain its effective tax rate 
to a single digit throughout the past five years. 
By going through the annual reports of World 
International group, we note that both their bank 
deposit balance and short term bank borrowing, as 
compared to the capital employed, were very 
substantial (see appendix XIII) for the past 
years. It appears that they have been 
persistently drawing down substantial amount of 
bank loans and place the borrowed funds wi th 
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deposits. 
From the financial management standpoint, this 
arrangement is not efficient and would lead to 
loss on interest because the bank borrowing rate 
should be higher than deposi t interest rate42 • 
However, from the tax view point, if the borrowed 
funds were used to refinance the group's taxable 
operations so that the group can withdraw the 
previous interest free funds to place with 
offshore deposi ts, then the group can obtain a 
double benefit by claiming interest expense 
deduction upfront whilst keeping interest income 
tax free43 • 
The way of tax-avoidance by arranging back-to-back 
financing to provide double tax benefit on 
interest expenses and income is already widely 
used by large corporations in Hong Kong. 
corporations which have strong financial position 
and good international banking relationship can 
easily get the double tax saving benefit at a cost 
42 One non-tax reason for a corporation to maintain a large cash balance together with 
corresponding short term borrowing is that it temporarily draws up cash for potential big 
capital investments. However, this would not be the present case as the arrangement has 
been taken for several years. 
43 The mechanics to obtain tax benefit from setting up round-robin asset refinancing structure 
has been fully explained in part 3(b) in Chapter I1 
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of less than half percent point interest 
differential. 
According to a table extracted from King Po (27th 
November, 1990) which we reproduced in appendix 
XIV; Sun Hung Kai properties, Jardine strategic 
and cathay Pacific are corporations which had 
sUbstantial bank deposits and short term borrowing 
in 1990. Al though we are unable to make any 
concrete conclusion based on this simple 
phenomenon, the probability that these 
corporations are making use of this loophole of 
double tax benefit on interest paid and received 
is quite high. 
In this connection, the journalist of Far Eastern 
Economic Journal disclosed the round-robin back-
to-back financing scheme in Sun Hung_ Kai Property 
group. In september, 1989, Sun Hung Kai properties 
group put in place a HK$3 billion Luxembourg tax 
plan that could lower the group's Hong Kong tax 
bill by HK$ 120 million every year~. This may be 
the reason why SHKP group usually manage to 
maintain a lower effective tax rate. 
44 See IIHongkong firm sets up a tax avoidance pLan - Add InfinHlII111 by MichaeL Taylor, Far 
Eastern Economic Review: 13 September, 1990 
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To what extent that Hong Kong corporations have 
used this method to avoid tax is unknown. 
However, accor'ding to a study performed by Far 
Eastern Economic Review in October, 1990, there 
are at least sixteen Hong Kong listed groups had 
HK$ denominated debenture listed in Luxembourg45 • 
Not all of them are necessary tax-driven 
financing. However, the above mentioned SHKP's 
group three billion debt issue is the most 
ambitious one. 




A review of the published accounts of the above 
listed groups reveals that they have Netherlands 
and Netherlands Antilles subsidiaries which are 
carrying on business of investment holding. 
Whilst the purpose of setting up these overseas 
companies cannot be ascertained, it is likely that 
some of the listed groups would use these Dutch 
companies to set up 'Dutch Sandwich' to reduce 
overseas withholding tax through treaty shopping. 
45 See "Hong Kong exchequer hit by tax-avoidance schemes-Sheltered Lives" by Michael Taylor, 
Far Eastern Economic Review, 9 November, 1990. 
v) 
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South China Morning Post :Obtain outright 
deduction on cost of purchasing publishing rights 
In addition to the tax planning cases identified 
in the major listed group in the ratio analysis, 
it has also come to our attention that South China 
Morning Post has installed an ambitious tax plan. 
Our information is based on various news reports 
and articles on this case. 
In 1987, the South China Morning Post, Hong Kong'S 
leading English language newspaper has generated 
tax loss of HK$1.82 billion through revaluating 
the group's publishing rights and selling it to 
another group company to obtain an immediate tax 
deduction of HK$1.82 billion, that is, the 
revalued market value of the group's intangible 
assets, publishing rights. Having generated this 
sizable amount of tax loss in 1987, the South 
China Morning Post publishers could effectively 
ignore the next HK$1.82 billion of taxable 
profit46 • 
In fact, the South China Morning Post (Holdings) 
Ltd has successfully reduce its effective tax rate 
46 See "Tax Loopholes could cost Hongkong bi LL ion - Post-no bi lls! It by Michael Taylor, Far 
Eastern Econom;c Journal, 28 July, 1990 
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from the 17.27 percent in 1986 to an unbelievable 
level of 0.09% in 1990. Appendix XV shows a 
summary of the South China Morning Post (Holdings) 




Future Orientation of Tax Planning Activities in Hong Kong 
The recent development in the tax planning industry in Hong 
Kong has made most large Hong Kong corporations be able to 
have a taste of the benefit of tax planning. 
It is now a general believe that a corporation wi th an 
effective tax rate of higher than the current standard tax 
rate of 17.5% does reflect inefficiency in tax management. 
Tax planning, which emphasizes in obtaining tax benefit from 
the various loopholes in our simple tax system, is already 
regarded as an important type of financial planning47 • 
Corporate financial Controllers now generally welcome the 
setting up of tax-avoidance scheme as this is one of the 
most effective tools to bring benefit into the corporation 
and shareholders. 
However, following the signing of the Memorandum of 
Understanding between~he British and Chinese government on 
the Airport and infrastructure project, there is a pressure 
on the Government to consider increasing revenue collection 
47 See the discussions in -Tax Planling : A Conceptual PerspectiveA by Fergus W. T. \long, The 
Hong Kong Accourtant Vol.1 NO.2, March 1990. 
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to finance the project. It is, nevertheless, understood 
that any introduction of a general indirect tax will 
probably face stiff opposition from many Legislative Council 
members, particularly those who represent the interests of 
the lower to middle income classes48 • As a resul t, the 
general phenomena of the low tax bills for the very 
profitable corporations has raised some public concern and 
tax avoidance practices could become a political issue. 
Al though both the Hong Kong Government and most of the 
legislative councilors do not have the intention to make 
fundamental change to the existing tax system49 , the 
government has given more attention to tax avoidance scheme 
to balance public pressure and maintain the level of 
revenue. In view of these circumstances, we believe the 
response of the tax authorities to close major tax loopholes 
will be much faster in future and any popular tax avoidance 
scheme, once being mushroomed, will attract public attention 
which in turn will push the government to 'kill' the scheme 
immediately. 
Nevertheless, as long as the corporate management are eager 
to install tax plans to obtain tax benefit, tax planning 
48 Mr Paul Tan, Taxation developnents in 1991. Taxation, Taxation Institute of Hong Kong , 
page 16 : Deceriler 1991 
49 The turn down of the proposal to have a review of current Hong Kong tax system in the 
Legislative COU1Cil on 19th February, 1992 can be viewed as an evidence. 
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business will grow steadily in the coming years with more 
new products, each with a shorter life cycle. There is a 
long way before the Hong Kong taxation legislation be 
amended to a level that make tax planning a non-profitable 
business. 
Further Comments 
Approaching the 21th century, taxation has become one of the 
major considerations for business decisions in Hong Kong. 
This study has provided a general review of the tax planning 
activities in Hong Kong together with some practical 
examples of the tax avoidance schemes carried by large 
corporations in Hong Kong. In this connection, we hope this 
report could complement the deficiency of literature in this 
area. 
We believe that this study can help the readers to have a 
better understanding not only on 'what are the tax planning 
activities in Hong Kong?', but also on 'how and why do such 
activities exist in Hong Kong?', so that those interested 
parties can carry out further studies on this subject. 
The readers may appreciate that our study has concentrated 
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on how large corporations in Hong Kong utilize the loopholes 
in the tax system to obtain tax benefits, thus reducing the 
revenue of the Hong Kong Government. Our report does not 
deal with many other tax planning areas such estate duty and 
personal tax planning activities. 
In order to have a more objective measure on the overall tax 
planning activities in Hong Kong, we suggest the following 
area for further follow-up studies: -
i) A study of estate duty, stamp duty and salaries tax 
planning activities in Hong Kong. 
ii) A study of tax evasion activities in Hong Kong. 
iii) A survey of the international tax planning activities 
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APPENDIX I 
BRIEF DESCRIPTION OF THE DIRECT TAX SYSTEM IN HONG KONG 
Taxing Authorities 
The principal governing law for direct taxes is the Inland 
Revenue Ordinance, which is administered by the Commission-
er of Inland Revenue. The Commissioner is empowered to 
make rules for the purpose of carrying out the provisions 
of the Ordinance, subject to the approval of the Legisla-
tive council. In addition, the Board of Inland Revenue 
may, in its own right, specify any tax forms necessary to 
carry out the provisions of the Ordinance. The Board 
consists of the Financial secretary and four other persons 
but does not include the Commissioner of Inland Revenue. 
Principal Taxes 
The Inland Revenue Ordinance provides a scheduler form of 
taxation. Tax is levied on certain classes of income, as 
follows: 
1. Profits Tax 
Applicable to corporations and businesses; levied on 
profits arising in or derived from Hong Kong and in 
certain circumstances on profits deemed to arise in or 
derive from Hong Kong. 
2. Salaries Tax 
Levied on income from employment or pensions arising in 
or derived from Hong Kong. 
3. Interest Tax 
Levied on Hong Kong sourc.e interest, an~ui ties. and 
gains or profits on certif1cates of depos1t and b1lls 
of exchange. 
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4. Property Tax 
Levied on income from real estate in Hong Kong. 
If income does not fall within f th b it is not subject to tax. one 0 e a ove categories, 
No.payroll, turn~ver, sales, value-added, gift, or capital 
ga1n ta~es are 1mposed in Hong Kong. However, certain 
other m1scellaneous taxes are imposed (see the chapter 
Other taxes). 
Direct and Indirect Tax Burden 
The government estimates for 1985/86 show the percentage 
breakdown of direct and indirect taxation to total revenue 
to be as follows: 
Director taxes (earnings and profits tax 
and estate duty) 
Indirect taxes (rates (real estate tax), 
excise taxes, royalties and concessions, 
stamp taxes, and other taxes) 




The tax system is scheduler, salaries, profits, interest, 
and property are taxed separately. However, an individual 
temporarily or permanently resident in Hong Kong may elect 
personal assessment on total income, whereby all amounts 
taxable under the separate headings are aggregated and 
personal allowances are granted, along with a deduction for 
donations in excess of HK$100 to approved charities. The 
balance is taxable at graduated rates up to a maximum of 25 
percent, subject to an overriding proviso that the maximum 
tax charged cannot exceed 17 percent of total income less 
allowable donations. In practice, personal assessment is 
only applicable to low-income individuals with multiple 
sources of taxable income, or where a set off of losses is 
appropriate. 
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Classes of Tax Payers 
Th~ Inland Rev~nue O~dinance covers individuals, partner-
Sh1PS, corporat10ns (1ncluding branches of foreign corpora-
tions), and bodies of persons, to the extent that they are 
in rece~pt of income arising in or derived from Hong Kong, 
or rece1ve sums that are deemed to arise in or derive from 
Hong Kong. 
Taxable Income and Gains 
Profits 'Tax 
Persons, including corporations, bodies of persons and 
partnership carrying on a trade, profession or business in 
Hong Kong, are subject to tax on profits arising in or 
derived from Hong Kong. It is necessary to determine the 
location of source of profits for Hong Kong tax purposes 
(see the headings Geographical source of income on page 58 
and Territoriality on page 59). certain payments, includ-
ing royalties for the use of or right to use patent, etc., 
in Hong Kong are deemed to be receipts arising in or de-
rived from Hong Kong from a trade or business carried on in 
Hong Kong. 
Salaries Tax 
The income taxed under salaries tax include salaries, 
wages, fees, commissions, perquisites, bonuses, gratuities, 
leave pay, value of free quarters, pensions, and other 
income from employment arising in or derived from Hong 
Kong. This includes all income derived from services 
rendered in Hong Kong, without in any way limiting the 
meaning of the expression (see the chapter Taxation of 
individuals). 
Property Tax 
Property tax is levied on net assessable value on land and 
buildings. The net assessable value of a property is the 
gross rentals received less rates paid by the landlord, and 
less 20 percent of the balance to cover repairs and mainte-
nance. If the income from property is included in the 
taxpayer's profits for profits tax purposes or if the 
property is occupied for business purposes, the amount of 
property tax is set against the profits tax assessed. A 
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corporation utilizing premises in its business can alterna-
tively claim exemption from property tax. Property tax is 
not assessed when the property is used as a residence by 
the owner. 
Interest Tax 
Interest tax is applied to interest or annuities arising in 
or derived from Hong Kong and is accounted for by the payer 
who deducts it at source from the interest paid. Hong Kong 
source interest paid to banks or to corporations carrying 
on business in Hong Kong is not taxed under these provi-
sions but is included by the recipient in assessable prof-
its for profits tax purposes. Source of interest is in 
Hong Kong when the originating credit is made available in 
Hong Kong. The term "interest" includes the excess of the 
proceeds on redemption, on maturity or on presentation of a 
certificate of deposit or bill of exchange over the sum 
received by the person on issuing the certificate. Inter-
est paid or payable after February 24, 1982 on foreign 
currency deposits, and after October 16, 1983 on Hong Kong 
currency deposits with registered banks and with registered 
and licensed deposit-taking companies, is exempted from 
interest tax. 
Nontaxable Income 
The following are not subject to tax in Hong Kong: 
1. Offshore income. 
2. capital gains. 
3. Dividends from a Hong Kong source or otherwise. 
4. Income derived from a trust. 
International Aspects 
Hong Kong has no provisions for granting relief for tax 
paid elsewhere except for: 
1. 
2. 
commonwealth tax relief (see page 69). 
Foreign tax that has been paid on. offs~ore inter-
est that accrues to a bank, a depos1t-ta~1ng company 
or to an associated company of such compan1es from the 
carrying on of its business in Hong K~ng •. This is 
allowed as an expense. No allowance 1S g1ven, however, 
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if relief is given under (1). This relief is restrict-
ed.to companies managed and controlled in Hong Kong and 
un1ncorporatedbusinesses carried on in Hong Kong. 
Geographical Source of Income 
International operations are taxed on a territorial basis. 
Foreign source income is not taxed even if remitted to Hong 
Kong, and the question of residency has no bearing on 
taxability except in very limited cases that solely relate 
to personal assessment and, to a degree, shipping and 
airline cases. 
For liability to profits tax to arise, it is necessary: 
1. For a trade, profession or business to be carried on in 
Hong Kong. 
2. That the profits arise in or derive from Hong Kong. 
The question of whether a business is carried on in 
Hong Kong and whether profits are derived in Hong Kong 
is largely one of fact, but guidance is taken from the 
following test question to determine the source of 
profits for Hong Kong tax purposes: Where do the opera-
tions take place from which the profits in substance 
arise? 
The following payments are deemed to be receipts arising 
in, or derived from, Hong Kong from a trade, profession or 




payments from exhibition or use in Hong Kong of 
cinema or television film or tape, sound recording or 
advertising material connected with such film, tape or 
recording. 
payments for the use or right t~ use in H~ng Kong of 
a patent, design, trademark, copyr1ght mater1al, secret 
process or formula, or other property of a similar 
nature. 
payments received by or accrued to a person by way 
of a grant, subsidy or similar financial assistance.in 
connection with the carrying on of a trade, profess1on 
or business in Hong Kong other than payments in connec-
tion with capital expenditure made or to be made by the 
person. Loans do not come with this provision. 
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4. Payments received by way of hire, rental or similar 
~harges for the use of, or the right to use, movable 
property in Hong Kong. 
5. Overseas interest accruing to a business, provid-
ed the interest arises through or from the carrying on 
of the business in Hong Kong. 
6. Gains or profits ar1s1ng in Hong Kong and ac-
crued to a business carried on in Hong Kong from the 
sale or other disposal of the business, or on the 
redemption on maturity or presentation of a certificate 
of deposit or bill of exchange, when the gains of 
profits are exempt from interest tax. 




INLAND REVENUE DEPARTMENT PRACTICE: 
HONG KONG PROFIT TAX = LOCALITY OF PROFITS 
1. As you may know, in the recent case of Commissioner of 
Inland Revenue v. International Wood Products Ltd. 
(Supreme Court of Hong Kong, Appellate Jurisdiction, 
Inland Revenue Appeal No.2 of 1971), the Court decided 
against the Revenue on a question involving the locali-
ty of profits derived from commissions received by a 
Hong Kong company in connection with sales ex-Hong Kong 
by associated concerns. The Court rejected the mere 
existence of a business in Hong Kong as indicative of 
the locality of profits and considered that activities 
of certain sub-agents, ex-Hong Kong, amounted to opera-
tions which in substance gave rise to the Hong Kong 
company's profits. 
2. It has been decided not to challenge the Court's deci-
sion and in consequence it has been necessary for me to 
instruct Assessors that effective from the date of 
judgment (16th July, 1971) there is to be a chance in 
Departmental practice in that profits, arising from the 
following types of operations, will not hence forth be 
charged to Hong Kong Profits Tax, so long as the prof-
its tax charging section remains unchanged:~ 
(i) TYPE I 
Hong Kong registered company holding the "Far 
East Area" sales representation for a product of 
group of products sold into the area by princi-
pals who are associated concerns, the Hong Kong 
company and the associates being members of a 
group under the control of a com~on pa~ent 
organization. The Hong Kong company 1S appo1nt-
ed selling agent for the area, either by formal-
ly executed agreements of by a directive from 
the Parent organization and is remunerated by a 
"commission" on all sales and/or deliveries into 
the area. The Hong Kong company may either:-
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CA) actively solicit orders ex-Hong Kong, on 
behalf of its principals 
(a) by sending employee sales representa-
tives overseas for the purpose, 
Cb) by employing sub-agents overseas; or 
CB) factually do nothing whatsoever, either 
itself of through sub-agents. 
(ii) TYPE II 
A similar organizational set-up to Type I, but 
in this case the Hong Kong company is given 
sales responsibility for Group products in the 
"Far East Area" as a principal. Factually, the 
Hong Kong company is unable to handle all (or 
possibly any!) of the Group range of products 
and sales into the area are therefore made and/ 
or delivered by associated concerns. The Hong 
Kong company receives an "infringement commis-
sion" for which it does nothing (except possible 
the rendering of some "sales service" ex- Hong 
Kong). 
(iii) TYPE III 
A similar organizational set-up to Type I. The 
Hong Kong company sells Group products in the 
colony (profits thereon are, of course, subject 
to Hong Kong Profits Tax) and in addition re-
ceives "commissions" on sales by associated 
concerns into the "Far East Area". These com-
missions are paid in pursuance of a Parent 
organization directive. The Hong Kong company 
has no formal function or contractual position 
in relation . to the associates' sales to the Far 
East Area i.e. it has no 'area responsibility" 
either as principal, agent or sales representa-
tive and renders no service in respect of the 






A similar organizational set-up to Type I. The 
Hong Kong company receives service fees for the 
provision to an overseas affiliate of manufac-
turing "know-how". The Hong Kong company in 
fact has no proprietary rights in the know-how 
and the information is provided direct,' to the 
affiliate by the Parent Organization overseas. 
The Hong Kong company renders no other services 
in respect of the fee it receives. 
TYPE V 
A similar organization set-up to Type I. The 
Hong Kong company buys as principal group 
products from overseas associates and maintains 
a stock-of-goods in the colony. As associate 
company ex-Hong Kong negotiates and concludes 
contracts and accepts orders on behalf of the 
Hong Kong company. The Hong Kong company does 
not receive or solicit orders directly from 
customers but fulfills orders from stocks upon 
receipt of advises from the overseas associate. 
Sale proceeds are received by the Hong Kong 
company in Hong Kong. 
3. It will be observed that, in the case of each of the 
above types, the operations which give rise to the 
profits now to be excluded from charge are essentially 
operations outside the Colony. Where, however, commis-
sions, fees, profits on sales, etc, relate to sales to, 
or services rendered to, Hong Kong customers the re-
sultant profits/ losses will continue to be brought to 
change to Hong Kong Profits Tax. 
4. It will be appreciated that as a result of the decision 
to cease assessing , profits from operations ex-Hong Kong 
falling within the above categories it will be neces-
sary for Assessors to institute searching enquiries in 
a number of cases in order to establish whether they 
fall into one of the types now considered not liable to 
Hong Kong Profits Tax. I feel sure that I can rely 
upon your co-operation in dealing expeditiously with 
Assessors' questions. 
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5. section 70A Claims 
As I have said the decision to discontinue assessing 
transactions falling within the above-mentioned types 
represents a change in Departmental practice. You will 
understand therefore that where such transactions 
have previously been assessed and the assessments made 
were, at 16th July, 1971, final and conclusive pursuant 
to section 70 of the Ordinance, Assessors will not now 
be prepared to entertain claims t hat of section 70A. 
Source: Inland Revenue Department - Departmental Inter-
pretation & Practice Notes, 25th Aug., 1971. 
APPENDIX III 
COMPROMISE PACKAGE FOR THE TAXATION TREATMENT 
OF FINANCIAL INSTITUTIONS OFFERED BY THE HKIRD IN 1986 
Types of Income 
A. Interest from Loans 
(1) Offshore loans initiated, etc. by 
an associated party outside Hong 
Kong and funded outside Hong Kong 
i.e. funds raised and loaned direct 
to the borrower by a non-resident 
e.g. head office, branch or subsid-
iary etc. albeit through or in the 





(2) Offshore loans initiated, etc. by 
the Hong Kong institution and 
funded by it in/from Hong Kong. 
(3) Offshore loans initiated, etc. by 
an associated party outside Hong 
Kong but funded by the Hong Kong 
institution. 
(4) Offshore loans initiated, etc. by 
the Hong Kong institution but 
funded by offshore associates. It 
is thought that this category only 
applies to start-up positions where 
the Hong Kong institution has not 




Types of Income 
Note on "FUNDING": 
For claims concerning loans funded by 
offshore associates, two essential 
requirements will have to be satisfied, 
namely: 
(i) that the Hong Kong institution does 
not have the authority to seek 
its own source of funds in 
respect of the loans; and 
(ii) there must be documentary evidence 
to show that funds have been 
directly provided by an offshore 
associate even though such funds 
may have been routed through anoth-
er vehicle in Hong Kong. In other 
words, arbitrary funding by another 
group vehicle in Hong Kong will 
not satisfy this requirement. 
Proposed 
Tax Treatment 
B. Interest on certificates of Deposit CCDs) 
Acquisitions of CDs will be treated 
in a similar fashion to deposit 
placements. This · treatment is 
predicated on the fact that the Hong 
Kong institution operates within 
previously approved parameters as to 
credit limits and prime banks with 
whom it may operate. In other 
words, there is an obvious distinc-




Types of Income 
c. Interest from securities other than 
CDs 
A similar approach to be adopted as 
for interest from loans (see "A" 
above). If there is to be any 
dattribution of interest to offshore 
intervention, the role of the Hong 
Kong institution must be that of a 
mere intermediary in the purchase 
and sale of securities with no 
discretion in the matter. It is 
unlikely any claim for exemption 
will be entertained in instances 
where Hong Kong institution possess-
es its own security dealing capabil-
ity and is active in this capacity. 
D. Passive Fees 
To follow the tax treatment accorded 
to the related loans. 
E. Active Fees 
To be determined by reference to 
the "operations test". 
Proposed 
Tax Treatment 
See "A" above 




of the case 
Types of Income 
F. Guarantee/Underwriting Fees 
A principal consideration of source 
is related to whether or not the 
risk under the guarantee or under-
writing commitment is evaluated and 
is to be borne by the Hong Kong 
institution. In instances where the 
Hong Kong institution has no dis-
cretion on the acceptance or rejec-
tion of offshore instructions, and 
undertakes no risk, such fees will 






of the case 
G. Unrealized Foreign Exchange Gains/Losses 
The option is available to the Hong 
Kong institution to have such 
gains/ losses brought to tax when 
realized only. Accordingly: 
( i ) 
(ii) 
in the case of short-term 
forward contracts which 
straddle accounting dates, 
the unrea1ized gain/ loss can 
be excl uded but wi 11 be 
brought into tax in the 
following year when the 
contract matures; 
gains/losses on unmatched 
monetary assets and liabili-
ties can be excluded provided 
the Hong Kong institution is 
prepared to 'maintain accurate 
records and demonstrate its 




Types. of Income 
H. Overhead Expenditure 
As a general rule expenditure is to 
be apportioned on an income basis 
save in the exceptional case where 
it is demonstrated that to do so 
would be totally unreasonable. 
Proposed 
Tax Treatment 








COMMONLY USED TAX-AVOIDANCE SCHEME = LUXEMBOURG DEBENTURE 










(4) Capitalise HK$1 000 M , 
.... 
,.. 
















Say HK$10 M: I Debenture 
1
1 00% ~(8) HK$1,000 1 00% Proceeds of K M 
Borrow From . HK$1,000 M 
'GTC' HK$1,000 M From De be ntu;..:.....:re=---.;.....-: -+-----, 
(2) ~~ro-u-p..-!----, (1) Luxembourg 
~------'4t--~---=-~ Treas u ry De be ntu re 
(6) ~ - - Co (GTC) - -(7) - .- - - - L---__ ----' 
- -I ~te-r~st - -
Say HK$100 M 
L HKSUB 
Interest 
Say HK$100 M 
Say HK$1,000 M 
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(2) Details On The Luxembourg Debenture Refinancing Scheme 
(a) Background 
HKSUB currently holds a Hong Kong property for 
long term investment purposes and receives sub-
stantial rental income which is subject to Hong 
Kong profits tax. The property is currently 
finance non-interest bearing loan from HK Parent 
Co. 
(b) The Plan 
(i) Group Treasury Company (GTC) to be set 
up to issue debenture in Luxembourg. 
(ii) Proceeds of the debenture issue to lend to 
HKSUB at market interest rate. 
(iii) HKSUB use the monies borrowed from GTC to 
repay the interest free loan from HK 
Parent Co. (lIparent ll ). 
(iv) 
(v) 
Parent to use the monies received from 
HKSUB to set up overseas subsidiary , in 
tax havens by means of injection of capi-
tal. 
Overseas subsidiary (IIOSII) to use the 
capital injection from "Parent" to sub-
scribe Luxembourg issued by GTC. 
(3) Tax consequence 
(a) Interest paid by HKSUB to GTC can setoff the 
rental income from the HK property resulting in 
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reducing of HKSUB's tax liability. 
(b) Interest received by GTC from HKSUB can set 
off against interest expenses paid on Luxembourg 
Debenture, resulting in no taxable profit, hence 
no tax liability. 
(c) Interest received from Luxembourg deben-
ture is offshore non-taxable income in the hand 
of "OS". 
(d) Interest income received by "OS" to be routed 
back to Parent by means of dividend. Divi-
dend income not subject to HK tax in the hands 
of Parent. 
(4) Figures For Illustration Purpose Only 
Assuming interest rate on debenture is at 10% per 
annum and HKSUB has sufficient rental income to set 
off interest expense paid to GTC, the tax saving on 
the Luxembourg scheme would be : 
Annual tax benefit on interest deduction 
say $l,OOOM @10% * 17.5% 
Less: Annual cost for implementation of 
the plan (mainly merchant bank and 
tax consultant fee) say $l,OOOM @.25% 







COMMONLY USED TAX-AVOIDANCE SCHEME = LEVERAGE LEASING 
Diagrammatical Presentation of a typical Leverage Leasing 
! \ 
I Manufacturer \ 
___ J
I t I ' 
I (Purchase I 
I Agreement 
I or 




• Investment ~----------,\rn(L'O~a~n~--~··~~--------~~----------i 
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i ~ Agreementl Proprietor f"'l' (Limited 
r (Lessor/ I Partnership Investors I : Loan i ~ Repayment Owner) I Agreement). I_-- - ,.- ---- J Lendor 
L-__ -----------'I~ t Net Rentals 
Mortgage on Plus Tax Defferal 
Asset and 
Assignment 







(to repay loan 
and equity) 
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Summary of Leverage Lease Transaction 
The leveraged lease transaction described is an attractive 
investment opportunity for profitable Hong Kong corpora-
tions (investors) to earn a high return compared to other 
financial investments. 
The investment will be made by one or more Investors who 
will put up approximately 10% to 15% of the cost of a 
physical asset (such as an aircraft) which is to be leased. 
The investment will be made by way of equity into a Hong 
Kong Limi ted Partnership (the "Partnership" or "HKLP") 
which consists of one General Partner and one or more 
profitable companies as Limited Partners. 
The main feature of a HKLP is that whilst the investors 
only contribute a portion of the acquisition cost, they 
will be entitled to share in taxable profits and losses of 
the HKLP in proportion to the amount of equity contribu-
tion. In early years, as a result of high depreciation 
allowances available, the investors will be able to share 
in the tax losses of the Partnership. 
As a result of investing in a limited partnership as op-
posed to a general partnership, the investors (Limited 
Partners) will only have limited liability; limited to the 
amount of equity contribution. The resultant accounting 
treatment is that the Investors or Limited Partners need 
only to show the investment on an equity accounting basis 
and will not need to represent the asset acquisition cost 
and debt obtained by the partnership on its balance sheet. 
The HKLP which act as Lessor and owner of the asset will 
finance the acquisition of the asset by way of : 
- Monies invested by the General Partner. 
- Funds invested by Investors under the Limited Partner-
ship Agreement (equity contribution). 
- Loan from a financial institution (the "Lender"). 
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The Lessor will simultaneously enter into a lease agreement 
with and the operator/user of the asset (Lessee). The 
rentals payable under the lease agreement will be made to 
match the dates on which , the debt (principal and interest) 
is repaid to the Lender. 
On each rent payment date, portion of the rental will be 
used to 
repay the debt; the remaining portion (net rental) will be 
retained by the Lessor and distributed to the Investors in 
proportion to their capital contributions. The net rental 
received will be sufficient to repay each Investor's capi-
tal investment as well as providing a pre-tax profit over 
the lease term. 
The lease agreement will be structured in such a way that 
it will qualify the Lessor to be the owner of the equipment 
for tax purposes. In a typical lease transaction, the 
earlier years of the lease will cause the Lessor to incur 
costs (depreciation, transaction expenses and interest on 
borrowings) in excess of rental income whilst in later 
years (when rental income exceeds depreciation and interest 
costs), the lease will generate taxable profits. Such tax 
deferral will provide an additional return on investment on 
top of the net rental. 
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APPENDIX VI 
LIST OF TAX HAVEN 
(1) A tax haven is a place of shelter from taxes, particu-
larly high corporation, income and capital gains 
taxes. Such locations also generally offer shelter 
from death duties and exchange controls. 
(2) There are five basic types of tax haven :-
(i) those having no income tax or which grant exten-
sive tax exemptions; 
(ii) countries which only tax locally arising 
income (territorial basis of taxation which 
exempts foreign income); 
(iii) countries which combine features of (i) or (ii) 
with a treaty network; 
(iv) 
(v) 
low tax financial centres in countries offer-
ing special incentives and privileges, 
including international business company legis-
lation; and 
tax havens offering special incentives for 
offshore companies and qualifying holding compa-
nies. 
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(3) Examples of tax havens 
set out below is a non-exhaustive list of tax havens : 
(i) countries which have no income tax or which 



















Turks & Caicos Island 
Uruguay. 
(ii) Countries which impose no income tax on for-















. (iii) Countries which are low tax areas but also 





(Isle of Man); 
Note: Brackets above indicate exemptions in 
specific circumstances only. 
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(4) Low tax financial centres and countries offering spe-
cial incentives and privileges: 
Angola; 
Anguilla; 
































(5) Countries offering special incentives and privileges 








Source: Price waterhouse, tax department 
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APPENDIX VII 
COMMONLY USED TAX-AVOIDANCE SCHEME - DUTCH SANDWICH 




























































Subsidiary W/H 10.00 W/H 10.000 W/H 10.00 





W/H Tax without Sandwich 20 20 20 




Note: (1) 'Dutch Sandwich' structure. 
(2) NCo. = Netherland subholding company. 
(3) NA Co. = Netherland Antilles su~holding company. 
(4) Routing of interest, dividend and royalty. 
(5) Effective Antilles tax rate = 1.375% [5.5% x (1 - 0.75)] 

































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































HONG KONG HOTEL 15.3 
HONG KONG ELECTRIC _ 6.2 
HONG KONG LAND 11.9 
HONG KONG TELECOMM. 






KOWLOON MOTOR BUS 
LAISUN 
MANDARIN HOTEL 12.6 
MIRAMAR HOTEL 11 1.4 
NEW WORLD 




WINSOR INDUSTRIAL 16.6 
WORLD INTERNATIONAL 9.1 
I I 
0 5 10 15 20 
PERCENT 
HIGH RATE DOES NOT MEAN NO TAX PLANNING ACTIVITIES 









HONG KONG PROFIT TAX RATE - 86/87 TO 92/93 








Source: Inland Revenue Ordinance 
APPENDIX X 























CURRENT INCOME TAX RATE 
39.0% 





30.0 - 35.0% 
15.0 - 39.0% 




34.0 - 42.0% 
26.0 - 40.0% 
28.8 - 50.0% 
40.0 - 50.0% 
35.0 - 40.0% 
33.0% 
23.0 - 27.8% 
35.0% 
35.0% 
Source: KPMG Peat Marwick,Asian Pacific Taxation. 
october 1991 ed. 
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Price Waterhouse, corporate Taxes, A Worldwide 
summary 1991 ed. 
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APPENDIX XI 
ANALYSIS OF PROFIT BEFORE TAXATION AND 
TAX EXPENSE BY AREA - JARDINE MATHESON (90/91) 
AUSTRALASIA 
EUROPE AND MIDDLE EAST 







































(*) China (PRC) tax rate was at 20-40%, much higher than 
that of Hong Kong. The combined rate of 11.4% implied 
that the effective rate on Hong Kong operation was 
even lower than that rate. 
Source: Jardine Matheson - Annual report 1990/91 
APPENDIX XII 
HONG KONG PROFIT TAX REVENUE - 87/88 TO 90/91 





Source : Hong Kong Government 
HK$ MILLION 








CASH/BANK & OTHER SHORT TERM BORROWINGS ANALYSIS 
= WORLD INTERNATIONAL GROUP (89/90) 
CORPORATION CASH 
BANK & OTHER 
SHORT TERM 
BORROWINGS 
WORLD INTERNATIONAL HLD 4,897 4,127 
WHARF HOLDINGS 5,411 4,559 
HK REALTY & TRUST CO. LTD 3,641 2,843 
REALTY DEVELOPMENT CO. LTD 1,511 2,393 
HK$ MILLION 
% ON CAPITAL 
CAPITAL EMPLOYED 
EMPLOYED CASH BORROW 
20,001 24% 21% 
25,777 21% 18% 
7,516 48% 38% 
3,326 45% 72% 
Capital Employed = Shareholders' Equity plus Long-term 
Borrowings 
Source : Relevent companies annual reports 
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APPENDIX XIV 
CASH/BANK & OTHER SHORT TERM BORROWINGS ANALYSIS 
= SOME SELECTED CORPORATIONS (89/90) 
HK$ MILLION 
BANK & OTHER 
SHORT TERM 
CORPORATION CASH BORROWINGS 
-
WORLD INTERNATIONAL HOLDINGS 4,897 4,127 
WHARF HOLDINGS 5,411 4,559 
HK REALTY , TRUST CO. LTD 3,641 2,843 
REALTY DEVELOPMENT CO. LTD 1,511 2,393 
SUN HUNG KAI PROPERTIES 3,568 1,518 
JARDINE STRATEGIC 3,557 1,231 
CATHAY PACIFIC 3,949 1,996 
Source: Ming Po, 27th Nov, 1990 
APPENDIX XV 
EFFECTIVE TAX RATE ~ SOUTH CHINA 
MORNING POST (HOLDINGS) LTD (1986-1990) 
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HK$ MILLION 
YEAR ENDED 30 JUNE 
1990 1989 1988 1987 1986 
PROFIT BEFORE TAXATION 274.2 282.4 123.0 257.0 167.1 
TAXATION 0.3 0.4 0.2 23.9 28.9 
----- ----- ----- -~--- -----
EFFECTIVE TAX RATE 0.1% 0.1% 0.2% 9.3% 17.3% 
----- ----- ----- -----
-----
----- ----- ----- ----- -----
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